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CHAPTER 1

INTRODUCTION

Construction offers special potential to improve
minority economic conditions. It is a high-wage growth
industry with a relatively large number of blacks already
in it and where geaerally low capital requirements and
freedom of entry make the growth of employment and entre-
preneurial opportunities for additional minorities more
attainable relative to other industries.

In addition, as several writers have pointed out,
government is heavily involved in the industry, making it
possible for those interested in improving economic oppor-
tunities of minorities to use their political power to
influence public policy in this direction. Of $150 billion
expended on construction, approximately $30 billion, or
20 percent, is federally assisted, offering the government
considerable leverage over the industry.l

Upgrading minority firms in construction also is appeal-
ing from the standpoint of the potential it offexrs to assist
in integrating building trades unions. Despite some recent
progress in minority participation in apprenticeship,? con-
struction has the lowest proportion of its minority workers
in the union sector of any industrial grouping in the
United States.3 Some view upgrading of minority construction

lWilliam B. Gould, "The Seattle Building Trades Order:
The First Comprehensive Relief Against Employment Discri-
mination in the Construction Industry,'" Stanford lLaw Review,
Vol. 26, No. 4 (April, 1974), p. 775.

2 .

See Herbert Hammerman, "Minorities in Constructxon.
Referral Unions -- Revisited," Monthly Labor Review, Vol. 96,
No. 5 (May, 1973), pp. 44-46.

3U. S. Bureau of Labor Statistics, Selected Earnings
and Demographic Characteristics of Union Members, 1970,

Report 417 (Washington, D.C.: U. S. Government Printing
Office, 1972), Table 13, 10. 27.




contractors as a strategy for either inducing the building
trades to integrate (presumably by making minority firms so
strong that the building trades cannot afford to ignore them)
or as a way of bypassing unions altogether.4

Construction work has high visibility and the contrast
between white firms and white workers building in predomi-
nantly black areas while large numbers of unemployed black
men stand by idle is too obvious to miss, especially as pre-
dominately black urban areas become sites of re-building
activity.

Further, stimulating minority entrepreneurship in con-
struction may generate favorable influences on minority
youth. While minorities are currently underrepresented
among company owners and managers, there is some data to
indicate that successful minority entrepreneurs become sig-
nificant role models to younger minorities.

Thus, there may be a favorable cummulative

effect operating to encourage black entrepreneurship; that
is, once a few successful contractors become established,
they provide role models for others to follow in their
footsteps.

Finally, upgrading minority contractors is likely to
generate greater income and employment in the minority
community. Because minority firms are more likely than
other firms to hire minority workers and spend monies with
minority suppliers, a larger proportion of construction
funding will end up in minority hands. In addition, through
a multiplier effect, initial expenditures will provide addi-
tional income and employment generation in the minority
community.

Although minority capitalism cannot by itself provide
employment to all employed and underemployed minorities,S
it can provide some meaningful employment opportunities.

4An example of the latter view was recently expressed
in a paper at Howard University delivered by Herbert Hill.
For a summary, see Fair Employment Report (June 14, 1974),
pp. 113-114.

5 .
For a controversy over the employment generating
effects of black capitalism, see Andrew Brimmer and H. S.

Terrel, "The Economic Potential of Black Capitalism," Public

Policy, Vol. 19, No. 2 (Spring, 1971), pp. 289-308.

14
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Further, there is some evidence to suggest that for a given
amount of funds, assisting minority firms in construction
work offers relatively greater employment generation than
does assistance to other types of minority business enterprise. 6

Methodology of the Study

The pilot phase of this project was undertaken in two
relatively nonunion southern cities =-- Houston and Atlanta ~-
during the period 1970-1972. Between 1972-1974, the study
was expanded to two heavily unionized areas in the non-South:
Chicago and the San Francisco-Oakland area. The second
rhase project sought especially to determine how minority con-
tractors operated in a heavily unionized environment, to
provide a national perspective from which to make recommen-
dations regarding utilizing upgraded minority construction
contractors and their employees to help increase minority
participation in the construction industry and to compile
data on a counterpart group of white contractors for the
sake of comparison. The third objective was an attempt to
test the hypothesis that the problems which minority con-
tractors face are simply problems faced by all small busi-
nessmen. In other words, the problems faced by minority
enterprise arise from being small rather than from being
minority.

Unfortunately, interviews with white contractors did g
not work out well, primarily because of the difficulties
of obtaining a truly counterpart sample. Our approach was
to locate the white contractor sample by asking minority con-
tractors whom they compete against. Unfortunately, most
of the smaller minority contractors were unable to specify
any white contractors with whom they competed. Further,
the few large minority contractors who were able to supply
names of white competitors generally named the largest con-
struction firms in the city. Upon verification it was gene-
rally discovered that the interviewed minorities had com-
peted with them only rarely. Perhaps the minorities took
it as a matter of pride that they competed with the biggest
or perhaps the names of the largest contractors just came
to mind most readily because their trade names were most

6See, for example, Timothy Bates, "Employment Poten-
tial of Inner City. Black Enterprise," The Review of Black
Political Economy, Vol. 4, No. 4 (Summer, 1974), pp. 64-65.




established. Whatever the reason, the approach was un-
successful in leading us to a counterpart sample of white
contractors; and this portion of the project was abandoned
after initial testing in the San Francisco-0akland area.
However, the fact that the minority firms could not specify
their white counterparts was revealing in itself; and the
results which were obtained from the survey of noncomparable

whites did yield some useful information, which is detailed
in the Tables of Appendix A.

Selection of the Cities )

Each of the cities studied offers an important market
for minority enterprise in construction. Atlanta and Hous-
ton comprise two of the largest, most important, and fastest
growing cities in the South. One out of every ten 9onstruc—‘
tion jobs in the South was in these cities in 1972,

Each city chosen has a large minority population and
significant number of minority firms in construction.
Enumerations published by the U.S. Bureau of the Census
in Minority-Owned Businesses: 1969 show the ranking of
Standard Metropolitan Statistical Areas (SMSA's) by number
of minority firms presented in Table 1. As can be seen, g
the cities selected for this study rank high on the list,

7U. S. Bureau of Labor Statistics, Employment and Earn-
ings in the States® and Areas: 1939-1972 Bulletin (Washing-~
ton, pD.C.: U.S. Government Printing Office, 1973)

Of course, these Census data are subject to question.
For example, the author's searches in 1970~71 uncovered more
Mexican American-cwned tiling contractors in Houston alone
than Minority-Owned Businesses: 1969 enumerated for the
entire country; on the other hand, as compared with the U. S.
Census 1969 total of 535 Mexican American~owned or 549
Spanish-owned firms in Houston, the author's efforts un-
covered only a total of 149 firms in 1970-71.

16




Table 1

Numbers of Minority-Owned Flrms
in Contract Construction in Selected SMSA's, 1969

‘nnkl.ng of Total Total Number Total Minority Fixrms by Minority Classification
Nusber of Minority- of Minority Firms with Paid employces Spanish
Owned Firms SMSA Met{ rirms {Number) {Pcrcent) Black American Other
1 Loe Angeles, Ca. 2,056 459 228 588 845 623
. 2 Houston, Tx. 1,049 239 238 43 549 57
3 New York, N.Y. 847 155 18% 449 303 4s
] San Antonio, Tx. 664 1% 29 S 585 -
. 3 Philadelphia,pa -RJ.654 108 | 168 614 - T |
6 Chicago, Il). 619 ~ 130 218 512 67 T w0 }
7 San Francisco- 597 186 e 198 229 170 |
Cakland, Ca. |
8 washington, D.C. 508 9% 19% 462 32 14 |
9 Detrolt, Mich. 484 147 300 453 - - |
10 New Orleans, La, 442 96 19% 392 43 - }
1 Dallas, Tx. 433 110 254 213 14 - j
12 Hismi, Fla. 426 82 . 192 62 56 - ‘
13 £l Paso, Tx. 413 179 [k1) - 392 - |
14 Atlanta, Ga, 306 81 268 288 - - ‘
1s Cleveland, Ohio 299 59 208 284 - - j
16 Baltimore, Md. 291 56 19% 256 - - i
19 Newark, N.J. 299 . 37 208 246 - - i
18 Corpus Christl,Tx. 244 68 288 - 206 - i
15 Merphis,Tenn.-Ark. 237 63 1) 232 - -
20 San Jose, Ca. 212 76 368 - 138 50
21 St.Louis,Mo.=Ill. 207 45 228 194 - - |
22 San Diego, ca. 193 56 29 2 122 29
23 Denver, Co. 179 . 238 50 97 -
- 24 San semardino- 172 59 0 - 1 1 .
Riverside- -
Ontario, Ca.
2s Pittaburgh, Pa. 170 30 188 159 - - ‘
: 26 Albwuerque,N.M. 169 72 438 - 151 -
27 Cincinnatd,ohio- 165 37 226 157 - -
Ky.=In,
28 SAcuunto.;:a. 140 40 29% - 62 61
29 Kansas City.Mo-Xa. 139 17 128 126 - -
30 Fresno, Ca. 124 42 K71 - 74 35
n Srownsville- 122 a 39 - 116 -
Marlingen-San |
Benito,Tx. |
Laredo, Tx. 122 28 b31Y - 16 - |
) Theenix, Ariz. 1321 h1) N - 77 -

ERIC 17

P'ull‘hn Provided by ERIC FA - .
: 18.




The San Francisco area and Chicago are also interesting
from another perspective: they are key centers of activity
in the movement to upgrade minority firms in construction.
It was in San Francisco where the National Association of
Minority Contractors (NAMC) was founded and Minority Builder
magazine was begun. The earliest efforts 1o assist a iocal |
group of minority contractors from various trades were begun |
under financing from the Ford Foundation to the General and ‘
Specialty Contractors Association in Oakland. In addition, |

|
|
|
\

the Oakland group also has long experience in training :
through Project UPGRADE, a training program which has served

as a model for projects in Columbus, Ohiog Tacoma, Washing-

ton; and other places around the nation.

Chicago is the site of the labor project of the
National Association of Minority Contractors (NAMC), the
first project undertaken by the NAMC to be sponsored by
federal monies. Chicago is also the focus of operations
for several minority organizations which have peen active
in efforts to upgrzde minority enterprise in construction.

Locating and Interviewing Minority Contractors

After the cities were selected, an interview instrument
was developed and tested, and the task of identifying
minority contractors was begun. The general procedure
followed was to conpile a master list of minority contrac-
tors from every conceivable source, including listings
such as the Registry of Minority Construction Contractors
and Registry of Minority Contractors and Housing Profession-
als, lists and referrals from Urban L.eague Chapters, bus-
iness development organizations, government agency pro-
curement officers, material suppliers, unions, membership -
and mailing lists from associations of minority contractors, ’
and construction listings in minority business directories.
In addition, telephone books were examined for names of
Spanish~-surnamed contractors and in Houston, a series of
announcements was broadcast on the Spanish community affairs
program, "Cita Con Carlos," which sought to elicit names
of contractors who might wish to be included in the survey.

9Personal interview with Gene Johnson, executive direc-
tor, Project UPGRADE, lnc. (Oakland, November 7, 1972).
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Finally, minority contractors interviewed made referrals
to fellow minority contractors. The latter proved to be
the most fruitful source of names. The Polk City Direc-
tory was used to trace contractors from incomplete
references.

An interview sample of contractors was selected with
emphasis given to obtaining an exposure to as complete a
cross section as possible. Although large and small con-
tractors from almost every trade were interviewed, contrac-
tors in the mechanical tradeslO were given special focus.
Twenty-five percent of all identified minority contractors
among the four metropolitan areas were interviewed, includ-
ing 43 percent of contractors with at least one paid employee.

The contractors contacted were remarkably willing -to
consent to be interviewed. In Houston, Chicago, and Atlanta,
the nonresponse rate was less than five percent. In San
Francisco, among contractors other that white or Chinese,
it was under 10 percent. Among white and Chinese firms,
approximately one in four refused to be interviewed. Many
Chinese contractors appeared distrustful of any interview-
ers -- even interviewers who spoke Cantonese. White con-
tractors who refused interviews indicated that they were
too busy to spend the time.

Such a low nonresponse rate helps to assure that the
sample of minority contractors interviewed -- especially
black and Spanish-heritage contractors -- does not reflect
bias due to nonresponsiveness. Other than with white and
Chinese contractors, nonresponsiveness reflected the
mood and personality of the individual interviewer more
than any other factor.

This study relies primarily on interview data. 1In
general, interviews with contractors covered four areas of
concern: (1) background of the contractor, (2) profile
of his firm, (3) problems of his firm, and (4) the con-
tractor's view, of upgrading efforts. In total, interviews
with 340 active contractors, including interviews with
25 white contractors, were conducted.

0The mechanical trades include six of the 17 crafts in
the building trades. They are as follows: electricians,
elevator operators, ironworkers, operating engineers, pipe
trades . (plumbers, steamfitters, sprinkler fitters and pipe-
fitters), and sheet metal workers.




To supplement the information obtained from the con-
tractors, interviews were conducted with 300 additional
individuals, including union officials, civil rights
leaders, government officials, contractors' association
staff, surety agents, and other knowledgeable persons
who had pertinent information. A complete list of names
and titles of these individuals may be found in the bibli-
ography; and a breakdown of all interviews is presented
in Table 2.

Outline of the Study

Chapter 2 presents a summary profile of the contractors
interviewed. Chapter 3 offers a discussion of problems faced
by the minority contractors, as viewed by the contractors
themselves. Both Chapters 2 and 3 rely on the data presented
in Appendix A. The reader who wishes more than a summary
is invited to review the tables in this appendix which
details the information collected in the interviews with
contractors. For purposes of comparison, data in the
tables are arranged by city and by ethnic or racial group.

In the San Francisco-Oakland area, Spaniard Americans

(i.e., from Spain) are separated from Spanish Americans
because the former did not identify themselves as a minority
group. In fact, most were quite vocal about this point in
the interviews. The term "Spanish American" covers Mexican
Americans in Houston, Chicago and the San Francisco areas

as well as latins of Central or South American origin in

the latter two cities. Also, Japanese Americans are sepa-
rated from Chinese Americans because they are two very dif-
ferent groups. '

The remainder of the paper is devoted to a discussion
of various efforts to upgrade minority business in con-
struction. Chapter 4 discusses, as alternatives, approaches
of demand stimulation, including the approach of supply
development. Chapters 5 and 6 review two vehicles which con-
ceptually combine demand stimulation and supply development
into one remedy: the minority contractor association and
the joint venture. Chapter 7 contains a summary of the
study, conclusions and recommendations.
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CHAPTER 2

PROFILE OF MINORITY -CONTRACTORS AND THEIR FIRMS*

Just how many minority contractors there are has been
a matter of considerable uncertainty. Based on data col-
lected by the Ford Foundation, one study concluded, "In 30
states comprising 107 cities for which information on Negro
contractors is available, it is estimated that no more than
1,500 - 2,000 black contractors are in business."l 1In 1970,
Joseph Debro, executive director of the National Association
of Minority Contractors suggested a similar estimate =-
2,000 or .2 percent of all contractors in the nation. In
a 1969 survey of 48 cities, the NAACP reportedly identified
4,000 minority contractors. However, of this number, they
were able to contact and interview only 2,051.3 A study by
the Small Business Administration (SBA) in 1969 placed the
~number at 2.6 percent of all construction firms. In 1971,

*At editorial suggestion, masculine pronouns are used
throughout this paper to facilitate continuity in reading
only. No affront is intended to the two female contractors
interviewed for this study nor to women who aspire to become
contractors. Where possible and not clumsy, terms without
sex connotations have been used.

lG. Douglas Pugh, "Bonding Minority Contractors," in
William 'F. Haddad and G. Douglas Pugh (eds.), Black Econo-
mic Development (Englewood Cliffs, New Jersey: Prentice
Hall, Inc., 1969), p. 139.

2Joseph Debro, "The Minority Builder," Labor Law Jour-
nal, Vol. 21, No. 5 (May, 1970), p. 298.

3U. S. Department of Housing and Urban Developmgnt,
Office of the Assistant Secretary for Equal Opportunity,
Registry of Minority Construction Contractors (Washington,
D.C.: U. S. Government Printing Office, 1970). The
Registry contains names, addresses, and other information
on the 2,051 contractors interviewed.

4Small Business Administration, as cited in Ronald J.
Bailey, "Introduction/Black Enterprise: Reflections on Its
History and Future Development," in Black Business Enter-
prise: Historical and Contemporary Perspectives, edited
by Ronald W. Bailey (New York: Basic Books, Inc., 1971),

p. 8.
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SBA estimates were more conservative: of the 870,000
identifiable firms in the construction industry nationwide,
not more than 8,000 or .9 percent were said to be owned by
minority group members.

It now appears that all Previous estimates were low.
A census of minority businesses in 1969, using informa-
tion from income tax returns, social security card applica-
tions, and mailed questionnaires, found a national total
of 29,695 minority-owned firms in contract construction,
8,214 of which have paid employees. A distribution of these
firms by trade and minority classification is shown in
Table 3.

For the minority groups in the four metropolitan areas
studied, Minority-Owned Businesses: 1969 reports a total
of 2,456 firms. Of this number, 615 or 25 percent have
paid employees.

Unfortunately, the census only counted minority contrac-
tors; it did not identify them. Published sources which
list minority contractors in the four metropolitan areas
studied show far fewer contractors. Most of these sources
define "construction contractor" in the broadest sense,
that is, "If someone Presents himself or herself to the
public as a contractor who performs construction for money,
he or she is so classified."6 Using the same definition
the present Survey uncovered names and at least sketchy in-
formation on a total of 1,275 minority contractors in Atlan-
ta, Houston, Chicago, and San Francisco-0Oakland. A distri-
bution of reportedly active minority contractors, classified
by respective construction specialty, is provided in Table 4.

The figures must be taken with some reservation since
not allof the contractors could be reached for verification.
Since business turnover in the construction industry is high
and since some of the information dates back as far as five
years, undoubtedly some of those named have died, retired,

sThe 870,000 figure is taken from the Bureau of the
Census. The SBA working estimate of 8,000 is cited in U. s.
Department of Housing and Urban Development, Office of the
Assistant Secretary for Equal Opportunity, A Survey of Minor-

ity Construction Contractors (Washington, D.C.: Government
Printing Office, 1971),

p. 1.
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moved or otherwise gone out of business. Others have
unlisted telephone numbers or no telephone at all. New
firms have been started as well.

General building contractors accounted for 28 percent
of the businesses identified, although many of tl..:e firms
were little more than carpentry contractors working on small

- remodeling jobs. Asian Americans had proportionately the
most in the "“General Building Contractor" category whereas
Spanish American contractors had the least. The strongest

. black general contracting firms were found in Atlanta and
San Francisco-Oakland. Overall, probably the strongest con-
tingent of specialty contractors were found in Chicago.

Among specialty contractors, patterns show some signi-
ficant similarities between cities. Minority contractors
are virtually absent from trades such as elevator and esca-
lator contracting, highway and street construction, and rare
in sheet matel work, excavation and grading, glass and glaz-
ing, and ironwork (especially structural ironwork). They
are most numerous in painting and (except among blacks in
San Francisco) in carpentry. Also, they are relatively
numerous in plumbing and electrical work.

Beyond these similarities, there are unique local con-
centrations. More than one out of four identified Mexican-
American contractors in Houston is a tile contractor.
Blacks in Atlanta are heavily concentrated in masonry,
whereas blacks "in Houston are most strongly represented in
concrete work. Japanese American firms in San Francisco-~
Oakland are almost exclusively landscaping contractors.

Of the 1,275 minority construction contractors repor- ‘
tedly economically active identified in Atlanta, Houston,

Chicago, and San Francisco-Oakland, 315 or 25 percent were

interviewed for this study. Table 5 gives a distribution

of contractors interviewed by their construction specialty.

The interview sample provides best coverage among the
larger, more established minority contractors. Whereas
Minority Owned Business: 1969 reported only one out of four
minority construction firms have paid employees, four out

» of five contractors interviewed had at least one employee
on the payroll. In total, interviews were conducted with

6See, for example, U. s. Department of Housing and
Urban Development, Office of Assistant Secretary for Equal
Opportunity, Registry of Minority Construction Contractors
(Washington, D.C.: Government Printing Office, 1970), p. 5.
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263 contractors with paid employees, or 43 percent of the
number of firms with employees found by the census, Minor-
ity~-Owned Business: 1969, in the four metropolitan areas.

Characteristics of Contractors Interviewed

The most outstanding feature of the population of
minority contractors interviewed was their extreme diver-
sity in terms of background, attitudes, capability, and
experiencz. Having interviewed several hundred minority
contractcrs, one would find it difficult to construct a
stereotype minority contractor.

Nevertheless, there are some significant mtterns which
hold true for large portions of the contractors. Some of
the patterns vary significantly by minority group, by geo-
graphic area, or by type of contractor.

The average current age of the minority contractors
interviewed was 45 years (see Table A-~l) and they had an
average of 10.9 years of experience as contractors. More
than seven out of ten had begun their businesses before
1968 when the current efforts to promote "Black Capitalism"
or "Minority Enterprise” began. Thus, although the data
show a strong rate of business formation since 1968, most
minority construction enterprises were begun much before
then.

By and large, the contractors interviewed did not
reside in disadvantaged ghetto areas. Outside of San
Francisco-Oakland, where the Model Cities area is unusu-
ally extensive, 45 percent of the contractors had either a
home or business located within Model Cities boundaries.
It would appear from these data that any program aimed
exclusively at Model Cities area contractors would be
doomed to reach @ few of the existing enterprises (and
typically, the marginal ones).

Many of the general contractors built their businesses
from the beginnings as specialty contractors. Almost with-
out exception, the specialty contractors were craftsmen
before they became contractors. On the average, these
craftsmen-turned-contractors had 21.7 years of experience
at their trade.

Training sources for contractors who began as crafts-
men are summarized in Table A-6. A majority of those con-
tractors with trades report that they "picked up their trade




on the job" without formal training. Formal trairing
sources varied significantly by geographic area. In *he
non-South cities where union participation was higher.
apprenticeship was the most significant formal souvrce c¥
of training. 1In Chicago and San Francisco 37 percent of
the contractors had been trained in apprenticeship. =y
contrast, in Houston and Atlanta, only 9 percent had served
apprenticeships. In the South, the predominant source of
formal training was vocational education. Of those intexr-
viewed, 38 percent of the southern contractors indicated they
had received some training in some form of vocational edu-
cation. For northern contractors, the comparable figure
was only 17 percent. A large portion of the most success—
ful southern black general contractors, as well as those in
the plumbing and electrical specialties, learned their
skills in black colleges, especially Tuskegee Institute in
Alabama. However, only a handful of minority contractors
in the non-South had learned their trade through a black
college.

Patterns of union membership varied significantly kv
geographic area. (See Table A-12.) The incidence o< okl o
union membership among minority contractors was high -2
Chicago (69 percent) and San Francisco (76 percent) as
opposed to Atlanta (51 percent) and Houston (31 perceat’ .
Further, except for participation of Mexican Americans
in Houston pipetrades unions, membership in the mechanicaZl
trades was almost nil in the South. 1In fact, several south-
ern contractors in the mechanical trades explained that
they initially went into business for themselves because
they could not get into the unions. In Chicago and San
Francisco, slightly more than a third of the contractors
with union backgrounds had been members of mechanical trade
unions.

The fact that minority contractors and subcontractors
are -- by and large -~ out of the mainstream of the con-
struction industry is reflected in ‘the record of their mem-
bership in trade associations. (See Table A-1ll.) Overall.
87 of 302 respondents (or 29 percent) stated that they do
not belong to any association. An additional 143 contrac-
tors (or 47percent) said that they belonged to minority
contractors' associations exclusively. Only 7C contrac-
tors (or 23 percent) mentioned holding membership in a non-
minority contractors' association.

The few minority contractors who are members of pre-
dominantly white associations were usually enthusiastic about
the benefits of their membership. Many indicated that “hose
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groups are a good means for minority subcontractors to make
contact with and establish working relationships with white
general contractors. Others mentioned the educational bene-
fits of the occasional seminars and lectures sponsored by
their organizations. In addition, two minority members of
the Asgociated Building Contractors in Houston expressed
enthusiasm about newly available labor training oppor-
tunities through their organization.

Generally, the capabilities of the contractors inter-
viewed were limited by their lack of business experience
and training, although there were many exceptions and a wide
diversity in experience and capabilities among individuals.
Overall, only one out of three had business experience and
less than a third had business training of any kind before
establishing their construction firms. Approximately half
of the respondents had neither. (See Table A-4.)

All but a handful of minority contractors interviewed
had started their own business (rather than inheriting it);
and as true entrepreneurs, they possess the characteristics
which have been attributed to other ¢groups of entrepreneurs
by previous studies. Contractors generally founded their
businesses at a relatively young age; the average age for
founding the firms surveyed was 34.4 years. (See
Table A-2.) They are a highly mobile group. Three-quarters
of the blacks had moved to their present locations from
other places, many from rural areas in the South. An unus-
ually high proportion of the Spanish-American contractors
were foreign born. 1In general, the contractors tended to
be more highly educated than counterparts in the population
(see Table A-3). Thé majority of the contractors had a
relative in construction (see Table A-9). Although few con-
tractors inherited their business and few had fathers in
the same type of business, the majority of the contractors
had a father who was self-employed (see Table A-10).

7See "Open Shop Apprenticeship Programs Approved,"
Engineering News-Record (June 10, 1971), p. 68.

8This finding concurs with other studies on the sub-
ject. Lewis D. Davids, Chatracteristics of Small Business
Founders in Texas and Georgia (Washington, D.C.: Univer-
sity of Georgia for the Small Business Administration, 1963),
found more than 50 percent of parents self-employed in both
states. :

Orvis F. Collins, David G. Moore, and Darob B. Unwalla,
Enterprising Man (East Lansing: Bureau of Business and




These data confirm the hypothesis that a significant role
model, who makes the entrepreneurial act credible, is a
highly important variable in stimulating entrepreneurial
activity.

There were many common features involved in the ini-
tiation of each business. First, there was a high inci-
dence of moonlighting. Of the 315 contractors interviewed,
at least 98 had begun their businesses on a part-time basis
while they worked cn regular jobs. Apparently, moonlight-
ing enables a contractor to gain some experience and test
the market before plunging in full time. Second, very few
Contractors obtained initial capital from outside sources.
Twenty-four (or 10 percent) of the contractors responding
had received any assistance with initial financing from
banks or savings and loan institutions. Only 11 of 334 (or
5 percent) of the contractors responding had obtained ini-
tial capital from the Small Business Administration loan
programs. Although other sources, such as customer advances,
supplier credit, and loans from family, friends, or previous
bosses, were occasionally used, the contractors themselves
were by far the primary source of their firms' "start-up"
Capital. Many of the ‘contractors added that they did not
need much capital to get into business, although many sug-
gested that they would have required more if they were to
"get into business properly" (i.e., properly financed).
Third, the decision to form a business was often influenced
by common factors: various positive influences, such as
the encouragement and support of a builder or general con-
tractor; or negative influences, such as being denied
union membership.

Economic Research, Graduate School of Business Administra-
tion, Michigan State University, 1964), found 25 percent of
fathers self-employed and an additional 19 percent of them
farmers.

Edward B. Roberts and Herbert A. Wainer, "Technologi~
cal Trnasfer and Entrepreneurial Success," paper presented
at the Twentieth National Conference on the Administration
of Research (Miami Beach, Florida, October 27, 1966), found
50 percent of fathers self-employed.

Kirk Draheim, Richard P. Howell, and Albert Shapero,
The Development of a Potential Defense R&D Complex: A Study
of Minneapolis-St. Paul, R&D Studies Series (Menlo Park,
California: Stanford Research Institute, 1966), concluded
that the father "in many instances" was himself an entrepre-
neur oxr executive.
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work only for their own firms. This finding is contrary to
conventional wisdom which. contends that minority contractors
drift in and out of contracting. It is presumed that they
contract when the market is good one day, and go to work._as
an employee for another contractor the next. The data indi-
cate this presumption to be true only for marginal contrac-
tors and moonlighting contractors who are just starting their
businesses. The more established contractors never work for
someone else (see Table A-14).

Characteristics of the Firms

Type of Work Performed

Once established in business, the contractors generally
i
i
|

Overall, almost half of the minority firms are engaged 1
in residential work either exclusively or predominantly, l
although the pattern varies geographicaly (see Table A-22). !
The reliance upon residential construction is a little
heavier among contractors in the South than in the non-South. 1
Black contractors in Chicago seem to perform residential 1

work the least.

Such heavy reliance on residential construction makes !
many minority contractors more vulnerable to the frequent |
downturns in residential construction due to changes in
the interest rate. Residential construction markets are
much more prone to instability than are commercial/indus-
trial markets and this concentration on residential markets
makes for greater business risks.

|
i
1
i
Regarling government work, 79 percent of the contrac-

. tors in L'e non-Sonth indicated that they had performed at |
least ori2 government job by 1973~74 whereas only 48 percent j
of the southern contractors interviewed in 1971 indicated |
they had performed any government work. (See Table A-~23.) |
Federal contracts and Federally-financed contracts with local
government (chiefly Model Cities and urban development pro- |
jects) accounted for a preponderance of the Government work |
performed. Contracts from state governments were not men-
tioned by a single contractor in the South and only one out
of five contractors in the non-South.

9The issue of Government work and the minority contrac-
tor is treated in greater detail in Chapter 4 of this paper.




As illustrated in Table 4, most of the contractors in
the cities studied are specialty contractors, and even among
those classified as "general" contractors, most are remodel-
ing and repair svhecialists. Nationally, the Bureau of the
Census survey of minority-owned business in 1969 showed
83 percent of the black-owned construction firms and 72 per-
cent of the construction firms owned by Mexican Americans
in the categorv of "special trade contractors."

Income

The bulk of the contractors interviewed were in lower
income categories (see Table A-1l). 1In terms of annual gross
dollar volume o7 work performed, 47 percent of the contrac-
tors interviewed arossed $50,000 or less the previous year.
(Among the southern contractors, §0 percent fit into this
category.)

The considerable inequality which exist among minority
firms is apparent in the Lorenz curve presented in Chart 1,
which has been compiled from data in Tables 6 and 7. As
the curves illustrate, inequality increased slightly over
the period, 1969 to 1973. Acs Table 8 reveals the major
factor behind the increasing inequality is the strong
(48 percent) increase in income going to firms in the
gross income categoxy of $500,000 or more in 1969.

These data are an indicator of large gains for a few

minority firms during the 1969 through 1972 period. Although

there were exceptions and a wide dispersion in performance,
generally the few minority firms which were already esta-
blished in 1969 (i.e., with 10 or more employees) had the
opportunity to grow and took advantage of it.
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As a final point, the last column in Table 7 shows
that the growth in total aggregate income from 1969 to
1972 for all 81 minority firms responding was 55 percent.
For the sake of comparison, it is instructive to note that
the rate of growth in reported total domestic contracts
of firms named on the Engineering News Record "Top 400
Listing" rose only 32 percent from 1969 to 1972. Furthfi,
among the top ten firms, the growth rate was 26 percent.

10The reader should be cautioned that since this is
a retrospective analysis, it does not take into account
firms which went out of business during the period of
1969-72. Considered only are firms in business both in
1969 and 1972. However, since there is no evidence to
indicate that larger firms went out of business at greater
rates than smaller firms (rather the opposite), the con-
clusion drawn from limited analysis should not be over-
turned.

Further, the data on gross income was usually reported
from memory by the minority contractors in the interviews.
No attempt was made to verify income data provided.

llData calculated from Engineering News Record (April 9,
1970 and April 12, 1973 issues).




Chart 1

Inequality in Gross Income for Minority
Construction Firms Interviewed in Chicago and San Francisco,
1969 and 1972

100

50

Percent of Income

0 50 100
Percent of Pirms

Note: Data for this chart include only firms which
reported gross income in 1969 and 1972.

SOURCE: Derived from Tables 5 and 6.
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Table 8

Distribution of Average Income Among Gross Income
Categories for Minority Construction Firms, 1969 and
1972: Chicago and San Francisco-Oakland

Gross Income Percentage Change
Categories 1969 1972 1969-1972
$25,000 or less 14 15 7.1
25,001 - 50,000 40 37 (=7.5)
50,001 - 75,000 66 63 (-4.6)
75,000 - 100,000 87 91 4.9
100,001 - 200,000 162 151 (-6.8)
200,001 - 500,000 351 349 (-.6)

500,000 or more 1,250 1,850 48.0

SOURCE: Personal interviews with minority contractors
during 1973-1974. Data include only firms
reporting gross income both in 1969 and 1972.
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Emglozment

As illustrated in the Lorenz curve displayed in
Chart 2, considerable inequality exists in the distri-
bution of number of employees on the payroll in minority
firms at the time of the interview. In fact, 20 percent

more than 70 percent of the total employment among firms
interviewed. Among other Asian American and American
Indian firms, the inequality is not as high; 20 percent
of the firms accounted for just over 50 percent of total
employment.

Among 293 firms responding in the four SMSA's, there
were 43 (or 15 percent) with no employees at all. An
additional 116 firms (or 40 percent) had only one to
three employees. At the other end of the scale, 62 firms
(or 21 percent) had ten or more employees. Only.four

firms (or 1 percent) had 50 or more employees (see
Table A-27).

According to aggregate Census data, minority firms
in the four SMsA's employed only a small fraction of the
construction labor force in those labor markets. As
illustrated in Table 9, the percentages for Atlanta,
Houston, Chicago, and San Francisco-Oakland were 1.4 per-
cent, 1.5 percent, 0.4 percent and 1.4 percent respectively.
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Aruitoxt provided by Eic:

Table 9

Smployment in Minerity Pirme as o Persantage af Total Bmpleyment
in Contract Cemstruction by SWSA: 1949

Mnking by Percentage ta t‘ulnl‘h‘nr Mg loyment l’;‘murlty-
of Total Cenatructien Tetal mpleyment va, Smpleyed by Owned Yirwms as & Percent
txployment Tmployed in Contract Censtrwction, Minerity Pirms, af Total Mmpleyment ia Contract

Minority Pirme . 1949 19 Congtruction, 1969 -
rt raso, ™. (1) 3,800 (1] L U 1Y
$an Antonfo, ™. (2} 13,300 1,281 .2
Albajuerqwy, NN, () 6,500 “ - 7.5¢
bakerefiold, Ca, (4) 3,000 m Y
Presne. Co. (S} 4,900 10 .0
Mev Crlasne, ta. (&) 22,200 01 N
Hmphis. Tenn.-Ark. (N 14,300 e 2.4
San Barnardine-Rivarside-

Ontarie, Ca. (0) 13,200 29 .26
Modile, Ala. (9) 6.500 120 1.9
Tucsen, Arie. (10} 9,400 164 1.7
$an Jose, Cs. (11) 10,400 n R T
Dallze, Tx. (12) 38,100 (37} L7
Lot Angelea-Leng Bersh,

ca, (1)) 108,900 1,670 1.68 .
Jacksenville, Pla. (14) 13,000 198 1.5
MHeuaten, ™. (135) ) $4.900 ”» 1.9
$an Diege, Ca. (16) 20,600 192 .48
Atlanta, Ga. (17) 33,700 7 l.48
$an Francisee-Oakland,

Ca. (1M 62,700 e P oY 1Y
niami, 7ls. (19) 32,620 2 1.8
Detroit, Wah. (20) 64,100 634 1.00
Richownd, Va. (21) 15,300 138 1.00
Neaver, Ce. (22) 23,400 " 0.9
Sacrameate, Ca. (23) 11,300 1 0.9
Sirninghan, Ala, (24) 13,200 13 0.9
Pheenix, Arix, (13) 10,700 e a.0
St. Lewda, Me.~I11. (2¢) 40.900 308 o.n
Cleveland, Ohis (27) 3,700 m 0.7
Washingten, D.C. (20) 61,800 37 0.7
Cincinnati, Ohle-Xy.-In, (29} 22,300 m 0.9
Pevark, W.J. (30) 31,%00 152 0.3
Werfelk-Rertemouth, Vo, {31} 13,400 62 0.3%
hiladelphia,®s.-N.J, (32) 96,300 m 0.4s
Hinnespalis-6t.Peul, Mian. (33) 40,400 163 0.40
Chisnge, . (M) 127,000 sie 0.48
Baltinere, ¥4, (34) 2,000 . 139 0
Boaten. Nats. (M) $7.100 Y)Y 038
Pletshuregh, Pa. 1Y) “ ”» (1819
Ransas City, Me.<Ka. (M) 13,400 » 0.0
Wow York, ¥.¥Y. - (2] -
Lareds, T, - 10 -

Corpus Christs, ™. - m -
Browavills « Narlingen-
San Banite, Tw. - 138 -

SOURCE:  Bata in eolwmn (3) was Saden frem .8, Sipertasad of Laher, Suveos of Labew Stavisiies,
32: Bulietia 1)70-10, Wohingten, D.C.1
V.8, Sovernmest or. ", B ) wWa tahen fres ¥.9

of the Cenave, W. Mgost Mi-1, Wachingten,
V.A. Qevarmment Priat tee, . .
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-~ As the foregoing data demonstrate, the Census figures
on employment may considerably understate the employment
potential of minority firms,

Furthermore, gross figures such as the data pre-
viously presented are deceptive and may understate the
employment-generating potential of minority contractors
in particular trades and particular local labor markets.
For example, although the overall percentage of construc-
. tion  employed’ in minority shops in the San Francisco-
Oakland SMSA amounted to only 1.4 percent in 1969, the
total peak employment of minority electrical contractors
in the Oakland area during the period approximately
1963 through 1974 amounted to 108 workers, a number
equivalent to 10.8 percent of the reported total memher-
ship of 1,000 in Oakland IBEW Local 595 in 1971-72.

On the other hand; the nine reportedly active minority
plumbing contractors in Atlanta in 1971 employed an
estimated peak of 19 workers, a figure equal to 1.9 per-
cent of the total membership of 1,000 in the Atlanta
Plumbers and Steamfitters Local 72.13  Furthermore,
all but one of these contractorswere 55 years of age
or older -- an unlikely group of candidates for upgrading.
It is clear from the foregoing that the potential for
upgrading minority firms in construction and for utilizing
them for assisting to integrate building trades unions
varies by place, trade and time.

12
Total union membership figures are cited in Ray
Marshall, william S. Franklin, and Robert W. Glover,
Training and Entry into Union Construction, Washington,
D.C.: U.S. Government Printing Office, 1975, Table 14.

It must be cautioned however that not all employees
of these minority electrical firms were journeymen

electricians. Some were clerical workers, laborers,
or electricians helpers.

131pid., Table 22.
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Racial Composition of Employment

According to responses by minority contractors, 1,343
of the 2,234.5 (or 60 percent) of the total number of employ-~
ees currently on the payroll were minority. The tendency
for minority contractors to hire minority employees varies
somewhat by racial/ethnic background. It is highest among
Asian Americans (71 percent), then blacks (62 percent) and
lowest among Spanish Americans ‘(53 percent). -

Although, on average, all the above figures were con-
siderably above the minority work force percentages for the
white contractors in San Francisco interviewed (30 percent):
affirmative action officers interviewed pointed out several
examples of individual nonminority firms which employed
larger percentaggs of minority workers than did competing
minority firms.14 oOne of the striking impressions observed
in the interviewsand in our first casual examination of the
data was that the larger the minority firm, the larger is
its proportion of nonminority workers. It may be reasoned
that as a minority contractor grows and expands his work
force, he tends to rely on sources of labor outside the
minority community, such as union hiring halls. To check
this observation more carefully, we tested the rank cor-
relation of size of firm Lo proportion of minorities in
the work force and obtained the following results:

Racial/Ethnic éroup RZ*
Other nonwhites (Asian American,

American Indians) -.17
Blacks -.33
Spanish Americans -.49

*The values are significant at the 99 percent level for
blacks and Spanish Americans. For other nonwhites, the
value is significant at the 60 percent level.

Thus, a strong but not complete negative correlation holds
between firm size of minority firms and the proportion of
minority workers. It is strongest among Spanish American
firms, then blacks, and finally Asian American firms.

_ldPersonal interview with Chet V. Brookins, labor
relat%ons and EEO Officer, Henry C. Beck Company (San
Francisco, January 28, 1974), and personal interview with

Stanley Lim, employment_representative, Human Rights
Commission of San Francisco (San Francisco, May 16, 1972).




South - Non-South Differences

There are some significant differences between patterns
in southern cities and those in Chicago and San Franclsco.

Perhaps the most striking difference is that whereas
more than nine out of 10 minority firms in the South are
nonunion, three out of four firms in the non-South are
unionized (see Table A-17). Minority contractors in heavily
unionized environments operate unionshops themselves. There
were only two exceptions to this non-South pattern -- Spanish
American contractors in Chigago who, as a group, are Very
disadvantaged and Chinese American contractors in San Fran-
cisco, who work in historically nonunion Chinatown.

Interestingly, when asked about unions, a few of the
southern contractors expressed desire to become unionized
but felt it was currently an impossible situation for them.
One interviewee -- a Mexican-American plumbing contractor =~
had worked under a union contract but dropped it after a
couple of years when he could not find sufficient contracts
to support the union wages he was paying. Another contrac=-
tor responded to the guestion, "Do you operate a union
shop?" with the remark, "I wish I were into that gravy! But
T couldn't find enough good jobs to support it."

o A second major difference was that while not a single
joint venture between a black and white firm was found in
tpe Sqtth, such experience was relatively common among
minority contractors in the non-South (16 percent h joi
ventured with a white firm; see Table A—4§§. ad Joint

Thirdly, §outhern minority contractors were more likely
to work exclusively or primarily in residential construction
markets thgn their northern counterparts (see Table A-22)
and less likely to participate in Government work (see
Table A-23).
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Fourthly, contractors in Houston and Atlanta were more
concentrated in lower income and em

) C ploymenc categories than
contractors in Chicago and San Francisco. For example, 41
percent of the contractors in the South grossed $25,000 or

less whereas only 25 percent of the contractors in the non-
South were in this category. And 59 percent of southern
contractors had three or fewer employees whereas among their

Counterpart respondents, 51 percent had three or fewer
employees, :

Fifthly, greater proportions of contractors in the South
tended to operate informally. For example, 19 percent of
minority contractors in the South reported that they relied
predominantly on verbal contracts. (See Table A-19.)

Among black and Spanish-heritage contractors in the non-
South, the comparable figure was only 9 perxcent (Asian Amer-
ican contractors -- perhaps for cultural reasons —-— tended
to follow the pattern found among the southern contractors).
Another indicator of the informality among southern firms
was the incidence of those who did not caxy liability of
workers' compensation insurance. Whereas 34 of 104 respon-
dents (or 33percent) in the southern cities reported not
carrying any insurance at all, only 10 of 181 respondents
in the non-South reported having no insurance {(see Table
A-20). Of the southern contractors interviewed, approxi-
mately 10 percent operated without business license or
registration of any kind. This in effect makes their busi-
ness illegal and puts them in an unfavorable position in set-
ting rates. Southern contractors were also more likely to
operate out of their homes (see Table a-18), and operate
without benefit of corporate status (se2 Table A-16), and

are more likely to rely on informal sources for jobs and
labor (see Tables A-45 and A-46).




Finally, southern contractors were much more likely than
their counterparts in Chicago and San Francisco to rely on
themselves for financing rather than applying to a financial
institution for financing (see Table A-39) and much less
likely to have applied for bonding (Table A-43).

1

Problems of Spanish American and Asian American Contractors

Spanish American contractors are generally at greater
disadvantage than blacks. They generally have smaller busi-
ness, are less well informed about Government programs such
as the SBA assistance efforts, have less prior training or
business experience, operate their businesses more infor-
mally, and are less likely to have formal training programs
for their empldyees. The contrasts were especially marked
in Chicago and Houston.

The problems of the Spanish American are further com-
plicated by the fact that many Spanish Americans who have
succeeded no longer identify with others in their minority
group. Perhaps this was best expressed by comments made
by two of the most prosperous of the Mexican American con-
tractors in Houston.

They [the Mexican American Contractors Asso-
ciation] have the wrong approach. Even using the
name "Mexican American" is self defeating. We
are of Mexican extraction and that is as far as
it goes. They don't seem to rfglize they are
American before anything else.

I don't believe in the MACA approach. That
is segregating yourself. It is just like the .
Mexican American Chamber of Commerce. lgvhy not
join the regular Chamber of Commerce?

Some less prosperous contractors also express the same atti-
tude. As one Mexican American in Houston stated:

15Confidential communication (1971).

16Confidential communication (1971).



They [MACA] never help me. I don't
think they can help me. I am an American
and I can get work if I need it.... I may
have to go i7little lower on price, but I
can get it.

Among Asian American contractors in San Francisco, Jap-
dnese contractors interviewed were more established than
Chinese contractors in terms of gross income, size of lar-
gest contract performed, number of employees, degree of
unionization, and other indicators.

Furthermore, only the relatively advantaged Chinese
contractors were interviewed in this study. Some Chinese
contractors do not speak English and, therefore, are con-
fined to working with Chinese customers. Several others
operate nonunion Shops (Chinese contractors are the least
unionized of any minority in the San Francisco area). To
a&void union organization pressures, they operate exclusively
in Chinatown. Many Chinese contractors are reluctant to
undertake Egvernment jobs, for fear of encountering union
pressures. Their rationale is that if they became union-
ized and paid union wage rates, they would become noncom-
petitive in Chinatown where their "bread and butter"jobs
are located. One of the chief aims of ASIAN, Inc., an
economic development corporation which assists Asian Ameri-
can husinessmen in the Bay area, is to encourage and assist
the more qualified contractors to take the risk of verformp-
ing jobs outside of Chinatown and to surmount the bgrriers
which a limited minority market presents to growtht

17Confidential communication (1971).

.18The sole exception to this statement appears to be
work on military bases, where unions are forbidden to
picket.

19Personal interview with John Schulman, basiness con-
sultant, ASIAN, Inc., San Francisco (December 20, 1973).



Summary and Conclusions

From the present surv%% and previius studies and
surveys made by the NAACP, Shapiro, and the U. 8.
Bureau of the Census, 22 the following conclusions about
minority contractors may be drawn:

(1) Although it is now known that there are more _
minority firms in construction than was estimated in 1969,
minority contractors are relatwely few in number and typi-
cally small enterprises. In fact, the large, successful
minority contractor is such a rarity that he is a news
item.

(2) The results of the drive to promote minority
capitalism in the latter 1960's and early 1970's shows a
mixed record in construction. Drawing on data collected in
Chicago and San Francisco, we find that many larger firms --

~20y, s. pepartment of Housing and Urban Development,
Assistant Secretary for Equal Opportunity, A Survey of
Minority Construction Contractors (Washington, 'D.C.: U. S.
Government Printing Office, 1970). h

2lTheresa R. Shapiro, "Black Builders in Greater New
Orleans," Louisiana Business Review, Vol. 2, No. 3 (July,
1971), pp. 10-12. ‘

225, s. Bureau of the Census, Minority-Owned Business:
1969. Report No. MB-1l (Washington, D.C.: U. S. Government
Printing Office, 1971).

235ee, for example, the cover story on New York City's
F. W. Eversley, "Fred W. Eversley Aims for the Top," Engin-
eering News—Recnrd (July 31, 1969), pp. 47-48, 31; or more
recently, the cover story, "A Successful Black Contractor's
Advice on How to Succeed: Get Big," Engineering News Record
(September 9, 1971), pp. 18-19.

Or check the front page article on Winston A. Burnett
by David DuPues, "Harlem-Based Concern Dents an White Pre-
serve, the Construction Field," Wall Street Journal
(November 3, 1969), p. 1.

Similarly, see "John W. Winters: Home-Building Con-
tractor" in John Seder and Berkeley G. Burrell, Getting it
Together (New York: Harcourt Brace Jovanovich, Inc.,; 1971).
Chapter 9, pp. 84-104. .




those with 10 or more employees ~- have benefitted mEih from
the opportunities made available during this period,*

Unfortunately, however, these firms comprise only a tiny
portion of minority enterprise in construction., -Medium-
sized firms -- those with three to nine employees -- show
strong gains as well, their work volumes having grown
almost twice as fast over the period 1969 to 1972 as the
volumes of the top 400 firms in construction as cited in
Engineering News Record. The smallest firms (zero to two
employees -- the most numerous classification -- report
the smalles{ gains. 1In summary, it appears that minority
capitalism has benefitted a few of the larger contractors
but left the bulk of firms in relatively the same position
they were before it all began.

(3) Most minority firms operate outside of the main-
stream of the construction industry and do not have high
visibility. The majority do not advertize and are not listed
in the yellow pages of the telephone book. Only 23 percent
of the contractors hold memberships in nonminority trade
associations, Sixty-one percent of the contractors work out
of their home rather than an office.

~

(4) Significant contrasts between minority contractors
in the South and non-South appeared. Southern minority con-
tractors are almost totally nonunion whereas three out of
four non-South contractors interviewed were unionized. Joint
ventures between minority and nonminority firms were totally
absent in the South whereas 16 percent of minority contrac-
tors had participated in at least one such venture. South-
ern contractors also tended to work more in residential work
and were less likely to have performed any government jobs.
Greater proportions of contractors in Houston and Atlanta
operated their firms on an informal basis and had not
applied for bonding or bank loans.

2")Not all the larger contractors have gained, ofcourg;.
There have been some dramatic casualties due to overextension
along the way, such as the Winston Burnett Corporation of
New York City and Jackie Robinson's Corporation in Boston.
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(5) Almost without exception, minority specialty con-
tractors come to contracting through a trade. However,
there appear to be other routes to general contracting, such
as engineering, architecture, real estate. Although the
contractors tend to be more highly educated than their
counterparts in the city population, their current capabi-
lities as contractors are limited due to tneir lack of busi-
ness experience and training.

Although the aforementioned statements are .jenerally
true, minority construction contractors as individuals fit no
stereotypes. There exists a wide range in the quality of
talent among them -- from the illiterate linoleum layer
with no formal schooling who subcontracts his own labor
and determines how much he has laid each day by counting
the number of boxes of tiles he has emptied to the elec-
trical contractof with a graduate degree in electrical
engineering who designs and installs complex electrical
systems for commercial buildings. Neither are all minor-
ity contractors hardworking honestmen who would do much
better if only they could become unshackled from the chains
of discrimination. Many have the ability and desire to be
doing much better than they presently are. But some with
lesser talents would not be able to utilize opportunities
if they had them, and some would only dig themselves into
deeper trouble if they tried to take on such opportunities.
Nevertheless, some have the potential for substantial up-
grading in the form of obtaining more work, larger work,
or better work; but they face certain obstacles to these
goals.
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CHAPTER 3

OBSTACLES TO UPGRADING THE MINORITY CONTRACTOR

Minority contractors face a multitude of problems
in expanding their businesses. Interviews with the
contractors were. designed to try to identify the con-
tractors' problems and to elicit information on their
nature. Contractors were requested to specify the
problems they face in attempting to expand their
businesses and, if possible, to rank the principal
three in order of their importance. Results of the
ranking are indicated in tables in Appendix A. A
summary of the responses is shown in Table 10.

The answers were unprompted, and the tables show a
classification of open-ended responses.

The results in the cities studied show similar
patterns, especially for those problems most often
mentioned. In all cities, financing -- especially
interim financing -- was by far the chief concern of .
most contractors. The second most prevalent concern
was labor, especially finding and keeping qualified
workers. Lack of management skills followed as the
third most important concern. A few contractors in
each of the cities were concerned with bonding.

For some of the less mentioned problems, patterns
varied considerably by city. For example, although
marketing (finding jobs) was identified as a severe
problem by 29 contractors in San Francisco-Oakland and
six in Houston, none of Atlanta's 'black contractors and
only one minority contractor in Chicago mentioned it.
Likewise, cheap competition was noted to be a problem
in San Francisco-Oakland by 16 contractors and in Houston
by six, but only three contractors in Chicago and Atlanta
together mentioned it.

Each problem area was probed in depth with the use
of supplementary questions. Experience of the contractors
was solicited. If they were successful in dealing with
the problem, they were asked how they did it. 1If they
encountered severe difficulties, they were asked to

elaborate on their experiences.
-
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Financing

Obtaining finances was identified most frequently
by contractors in both cities as their primary business
problem. Cited most often was the matter of obtaining
interim financing to cover costs of materials and pay-
rolls until the first payment (or "draw") for the job ,
is made. One black general contractor in Atlanta claim-
ed that most of his minority subcontractors could not
last more than a week without a draw.l

Inability to obtain interim financing limits the
operations of minority contractors in many ways. It
often prevents a minority contractor from obtaining a
job or from undertaking it once the contract is in hand. .
An undercapitalized air conditioning contractor in
Atlanta lamented, "I have to turn down jobs, such as
one this morning, because I have bought all the equip-
ment supplies I can this week."2 Forty-two contractors
in Chicago and the San Francisco area stated that they
had .turned down large jobs because they could not
finance them. (See Table A-39.) Unavailability of
financing certainly restricts the type of work a minority
contractor is able to perform. Without adequate financing,
a contractor must avoid jobs which pay off slowly or
eontracts on which there is provision for a retainage
(usually 10 percent). Most commercial and govexnment

. construction falls into such categories. As one con-
tractor said, "I can't do government work because I
cannot wait long for gayment. Even FHA repossession
work is slow paying." Pressed for funds, some minority
contractors are forced to rely on customer advance or
supplier credit, which further limits their effective
market. Many underfinanced contractors cannot work at
capacity. One Houston contractor, who related that he
could not obtain a bank loan although he had excellent
~pexrsonal credit, observed, "I spend more time begging.
people for mgney than I do working. We operate on a

shoestring." Unavailability of financing can prevent
.l.
Confidential communication (1971). )
2

Confidential communication (1971).

3Confidential communication (1971).

4 .
Confidential communication (1971). .




a subcontractor from supplying his own materials,
thus reducing the profitability of his jcbs. In-
ability to obtain interim financing is also often re-
lated to other problems, such as the inability to se~-
cure bonding or the inability to obtain a good work
force. '

Lack of financing for equipment was also identified
to be a primary problem for minority contractors. Most
of the minority contractors are undercapitalized -- even
for small residential construction. For commercial con-
struction, financial needs are even greater. More and
different (and usually more expensive) equipment is
required. For example, in masonry, lifts and scaffolding
are vital in working on multi-story buildings. If a
contractor cannot find the money to buy or lease such
equipment, s/he is effectively excluded from the market.

The problem of obtaining financing for equipment,
of course, is much more of a problem in the trades for
which much equipment is required. Sheet metal work or
poured terrazzo flooring are prime examples. In trades
such as tile and precast terrazzo, which require little
equipment, the problem of capital financing is rarely
mentioned.

Besides interim financing and financing for equip-
ment, other finaiicial problems are mentioned by individual
contractors in the interviews. Sometimes it is the in-
ability of the contractor's customer to obtain financing
which is the problem. Such is especially true for those
contractors who work in the minority market. One con-
tractor in Atlanta, for example, alleged that it is al-
most impossible to obtain a FHA guarantee for a loan
over $25,000 in a black neighborhood; this, he contends,
limits the work he can do. Similarly, a Mexican American
air conditioning contractor in Houston stated that he
would be busy all of the time if his customers had
access to financing for the installation of air
conditioning.




Another problem mentioned by a few contractors is
obtaining supplier credit. This issue is most impor-
tant when a business is first becoming established.

One means that some contractors have used to obtain
supplier credit is to arrange a co-signature agreement,
in which the customer makes all checks i: the name of
both the supplier and the contractor. However, this
practice is discouraged by many suppliers and thus
infrequently used.

Financial Sources to Minority Construction Firms

Few contractors begin their business with assistance
from financial institutions. Out of 234 contractors in
all cities, only 24 (or 10 percent) identified banks or
savings’ and loan associations as sources of their start-
up capital. Most contractors provided the initial start-
up capital themselves.

In most minority firms, the contractors themselves
remain the primary source of business funding even after
their businesses become established. As one Houston con-
tractor put it, "My largest source of funding is my
back pocket." Overall, 147 of 259 respondents (or 57 per-
cent) reported their main source of financing as themselves.
Eight~six (or 33 percent) identified financial institutions
as their primary source. Ten (or 4 percent) cited the
Small Business Administration as the chief source of
financing. A few existed on customer advances or financing
from white partners. One contractor explained that he
managed to exist between draws on larger jobs by doing
smaller jobs for which he was paid immediately.

Some significant differences between respondents
from the South and non-~South existed on this question.
Among blacks in Chicago and all minorities in San
Francisco-Oakland, almost twice the proportion of respon-
dents relied on financial institutions for operating funds.
Also, all of the contractors who cited the SBA as their
chief source of financing were in the non-South, but this
is most likely attributable to the fact that the SBA's
"revokable, revolving line of credit program" was not in
effect at the time of the interviews in the South.
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Also attesting to the larger role financial institu-
tions played in supporting contractors in the non-South
is the fact that larger percentages or respondents in the
non-South had made an attempt to obtain a bank loan.
Whereas 63 percent of the contractors intexviewed in
Houston ox Atlanta had sought a bank -ozn at one *irm~ -~ :
another, the comparable figure for non-South reszcrniencs
was 74 percent.

In all cities, blacks applied for bank loans more
than other minorities. Eighty percent of the blacx
respondents had applied for bank loans whereas cnly
56 percent of the nonblack minorities had so applied.
The most aggressive contractors in seeking bank loans
were blacks in Chicago. Twenty-four out of 26 con-
tractors (or 92 percent) had applied for bank loans --
with an 85 percent success rate.

However, even for this group with the best xezeréd.
the future looked bleak. 1In final interviess corfvc-2:
in April, 1974 during the credit crunch, much com. -z~
was expressed by Chicago contractors about the Future
availability and priée of credit. As small contractors.
they were increasingly finding themselves at the end
of the line in obtaining credit. The future outlock
posed a dilemma. If they could not get credit, thew
could not bid jobs and work; and if they could ge*
credit, it was at a high price which cut deeply into
profits. One contractor asked in exclamation: "How
can I make profits paying 14 to 18 percent interest
rates?"

Overall, 8l percent or about 4 out of 5 contractors
who have applied for a bank loan have been successful a:
least once. Lower rates of success were found among blazx~
in Atlanta and San Fran~isco-Oakland and among Spanish
Americans in Chicago.

Several contractors, who had been refused in initizl
applications, were eventually successful in obtaining =
loan. Such experience testifies to the value of persist-
ence in dealing with lending institutions.

Surprisingly, minority contractors makez rela=ivel,

little use of minority banks and the presence of such
minority-owned institutions does not appear to ease
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contractors' financial problems much. Few minority con-
tractors reported carrying accounts with minority banks,
and less than a handful considered a minority-owned
financial institution to be their chief source of
financing. When asked why, one Mexican American con-
tractor in Houston responded, "[Pan American Bank] just
recently opened, and since they want to stay in business,

I heard that they are —- understandably -- more conserva-
ti've about their lcan policies than some white banks
are." The contractor was hopeful for a more ogen

policy in the future after the bank becomes more firmly
established. )



Even in Chicago, where some of the largest black
financial institutions are located, contractors made
little use of such establishments. A black contractor
in Chicago gimply stated: "Minority banks don't have

.

the money. A fellow contractor added: "They don't
have the expertise to get involved in high risk, short-
term construction loans. They have g?eir money tied

up in long term mortgages and such."

Interestingly, of the contractors who had establish-
ed good financial credit with banks, several had personal
contracts or friends within the bank or developed such
relationships over time. In Houston, many of the in-
migrant contractors still used their rural home town
banks where they "know the vice-president" or where
they "are well known" rather than deal with the major
Houston banks. One Atlanta black carpentry contractor
Stated that he had been offered a loan only one time --when
he was doing some carpentry work on the offering bank's
office. The majority of contractors lack such
business contracts with bankers, however.

At least some of the cause for the lack of contact
between minority contractors and financial institutions
can be attributed to the paucity of minority bank loan
officers. For example, a survey made in 1969 preliminary
to the charter application for the Pan American National
Bank found a tetal of only three M?xican American loan
officers working in Houston banks.

Where minority loan officers were to be found in
Houston and other cities, the minority contractors seemed
to gravitate to them; and it was not unusual for the same
minority loan officer in a white-owned bank to handle
accounts with several minority contractors. Minority
contractor associations often gained entry to financing
for their membership through minority loan officers because

>Confidential communication (1973)-
6Confidential communication (1973).
7Personal interview with Mario Quinones, member of

steering committee to organize the Pan American Bank,
Houston (Septeinber 19, 1971).



"they could speak the language" or because "they had
rapport.” 1In view of this, an effective affirmative
action program on the part of white banks to hire more
minority loan officers would be of considerable assist-
ance in reducing problems of financing for minority
contractors.

Established credit is a requirement for any sub-
stantial construction enterprise; and it must often be
available on very short notice to meet a bid deadline
or to keep a firm afloat during unexpected delays or
unforeseen reverses. A black-contractor in Chicago
lamented:

The trouble is that whites have an advantage
in that they can pick up the phoné and operate
by word of mouth -- even get same day service.
Blacks haven't established themselves with
banks to be able to do this yet and although
this may happen tomorrow sometime, we don't
have till tomorrow to do it.

Labor

As noted in Takle 18, the second most prevalent
problem area cited by the contractors was labor although
it received only about half as much attention as financing.
Four main issues concerned contractors: (a) recruitment,
(b) retention, (3) training, and (d) relationships
with unions.

Recruitment

Finding labor received mention as a major problem
58 times by the 282 contractors. 1In order to obtain a
fuller picture of this problem, each contractor was
asked directly and specifically: "Do you have any
trouble finding and keeping reliable and capable workers?"
Overall, 134 of 272 contractors (or 49 percent) responded

8 confidential communication (1973).
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affirmatively to this question. Many added that inferior
or unskilled workers were available but that skilled
craftsworkers were difficult to find.

The nature of the contractors' labor problems seem to
change as the firm grows and develops. Recruiting labox
does not become a problem until the firm has some employ-
ees. Three out of four minority firms in construction
nationally dc not have even one person on the payroll.
When the minority firm grows and a work force is hired,

a contractor becomes very concerned with keeping his,
better craftsworkers ~- which usually means he has to
keep them busy. As he grows larger, his need for
skilled .craftsworkers increases, as does his, . concern
for recruiting and training them. If the..contractor
achieves a more stable level of work and becomes unionized,
his, labor recruitment and training problems diminish
because |, he can rely on union referral for workers. The
critical need then becomes attracting competent super-
visory personnel.

Finding qualified supervisory personnel is a particu-
larly sticky problem for some of the larger contractors.
Most of the black contractors have difficulty attracting
white supervisors; and blacks with supervisory skills
are in short supply because few have been trained. Fur-
ther, many of those who have suitable experience prefer
to work for white firms at higher salaries or to go into
business for themselves. As one black contractor in
Chicago described his problem:

I would like to find a minority guy with an
engineering background who has a practical under-
standing of the trades as well as an ability to
deal with people. I guess I just asked for Jesus
Christ' -- and I despair of a second coming.

The contractors were also asked how they found workers
(see Table A-41). Sources were numerous and diverse.
Informal networks were very important in all cities; but
in the South, contractors use them almost exclusively
whereas contractors in the non-South place heavy reli-
ance on union referral.

9Confidential communication (1973).
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Various forms of informal sources were used by the
contractors. The informal technique most used by con-
tractors is to call acceptable former employees. Some
contractors keep a list of such employees. Many attempt
to hire only employees of whose competance they know
personally. Most contractors also prefer to hire only
experienced workers instead of hiring the unskilled and
enduring the difficulties of training them; but often
"greenhorns" are the only labor available and they have
no choice but to employ and train them. Other informal
channels include recommendations of friends or relatives,
referrals from fellow contractors or from employees,
hiring "walk-ins," picking up people at street corner
"shape-ups" (especially in Atlanta), hiring neighborhood
youngsters, or employing former workers who call when
they are out 6f work. In painting and ‘tite contracting,
wholesale suppliers sometimes act as referral sources
for labor. Informal networks provide advantages to
contractors who have been well established in the area
a long time either as workers or employers. Such con-
tractors simply know more people. Nonunion contractors
new to the business often encounter severe problems find-
ing capable and reliable labor.

Eleven contractors in the South and 103 contractors
in the non-South mention that they use union halls or
union referral systems to obtain workers. Generally,
in the non-South, only union shops use union referral.
However, in the South, four of the 11 contractors are
nonunion and use the union referral without a contract,
although they said that they are obligated to pay the
union scale. Moreover, not all of the unionized con-
tractors in the South used union referral. Atlanta's
largest black union contractor claimed he had not used

. union referral in seven years. "Workers come to me,"
he said, "because they know I have work all year round,
which means a steady job and more security for them."
Further, if a nonunion contractor in the South has a
large work force and pays a wage near union rates, union
workers will call on him looking for work, especially
during strikes.

Several contractors had considerable criticism
for the quality of workers the union had referred them.
Some contractors contend that workers who "hang around"
the union hall relying on the referral system for jobs
are older or less productive or otherwise inferior workers.

-
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A few contractors charged that they had been discriminated
against in union referrals. Other contractors explained
simply that the largest employers carried the most weight
with the unions and. thus got the best referrals; and
minority contractors are generally not among these

largest firms. Another contractor also aoted that in-
ferior workers are often dispatched to out-of-town con-

tractors who are in the local labor market only
temporarily.

A few contractors mentioned use of the public employ-
Ment service to find employees. However, most add that
is a source for laborers but never for skilled workers.
Generally, minority contractors do not give the employ-
ment service high-ratings~as-awsourceufor'employees; For
every contractor who spoke favorably of the employment:
service, there were two who made negative comments.

Besides union referral and the employment service,
other formal sources were rarely used. Few contractors
had established connections with trade schools for obtain-
ing workers. Half of those who did were contractors in
Atlanta”who hired graduates from the Atlanta Area Technical
School. 1In other cities, there was little or no relation-
ship with any vocational education facilities for obtain-
ing workers. Newspaper or radio/TV advertisements were
used by only a handful of firms, largely Spanish~-speaking
contractors utilizing Spanish-speaking media.

Finding and keeping workers is enough of a problem
to keep some contractors -- especially nonunion
contractors -- out of the line of work they want to do,
as illustrated by the following sample gquotations:

Yes, I have had offers to do nonresidential work,
but I don't have the work force.
(Black general remodeling contractor, Atlanta)

My work has.bheen 90 percent remodeling lately be-
cause I can't find enough men to do new work.
(Black general contractor, Atlanta)

I used to do commercial work -- but I could't find

enough good men.... I went broke.
(Black general contractor, Houston)
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We have had to turn down jobs because we have had
no workers.
(Black electrical contractor, Atlanta)

I used to do a lot of new installation work but I
had to go to service and other less quality work
when I lost some of my better employees. They
went off to become contractors on their own...
One reason I have had so much trouble is that I
have to keep watching these idiots who are work-
ing for me now.

(Black plumbing contractor, Houston)

Other ‘contractors ‘are ‘currently satisfi:ed with' ‘the
type of work they are doing but recognize that they could
not do other work with their current work force -- even
if they wanted to. A Mexican American carpentry contractor
doing framing work for residential subdivisions indicated
a connection between the relatively low-skilled type of
work he was doing and the skill of the carpenters avail-
able to him: "For the quality of work I need, they are
OK." He further remarked that tne skills of his men were
at too low a level for commercial work.

Retention

Each newly established construction firm appears to
go through a natural process of sifting to develop a good
crew. Contractors hire and lay off constantly as they
test candidates for positions. with their steady crew of
key journeymen whom they keep reqularly employed while
letting others go with changes in workload.

Once a contractor develops what he considers to
be a good crew, he does his/her best to retain them.

Minority contractors who addressed this problem
stated that one can keep workers if he can provide
steady work for them. But as soon as a contractor can-
not keep a good e